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Exchange Rate Stability in the New Millennium

Robert Mundell

(Columbia University)
Papers

The Origin and Constraints of Division of Labor
---From the Smith Dilemma to the Generalized Smith Theorem

Ping Chen
(Beijing University and University of Texas-Austin)

Abstract   There is a Smith Dilemma: The Smith Theory of invisible hand is not compatible with the Smith Theorem (the division of labor is limited by the extent of the market). The nonlinear dynamical model of culture competition is introduced to describe division of labor. The Smith dilemma can be solved by the trade-off between complexity and stability. The generalized Smith Theorem indicates that the division of labor is limited by the extent of the market, the scope of resources, and the degree of environment fluctuations. The diversity of development in history can be understood by self-organized evolutionary dynamics.

JEL classification   B12, C70, D50

Development Strategy and Economic Convergence

Justin Yifu Lin

(Peking University and Hong Kong University of Science and Technology )

Abstract  Potentially, the less-developed countries could obtain faster rate of technological innovation than the developed countries by borrowing technology from the developed countries and narrow their income/technology gaps with the developed countries. However, the convergence has occurred only in a small number of less-developed economies in East Asia. I will argue that the industry/technology structure of an economy is endogenously determined by its factor endowments structure. The achievement of East Asian NIEs could be explained by their better observation of the principle of comparative advantages in their industry/technology choices at each stage of their development. This development strategy allows the East Asian NIEs to borrow technology easily from the advanced countries and to have a rapid upgrading of their factor endowments. On the contrary, the poor performing less-developed countries followed a comparative-advantages-defying strategy. The empirical findings from cross-country analyses show that the comparative advantage following or defying in the choice of technology/industry is an important factor explaining a country’s success or failure to converge to the developed countries. Therefore a government’s development policy should aim to facilitate its enterprises’ exploitation of comparative advantages in their choice of industry/technology so as to facilitate the economy’s upgrading of factor endowments.

JEL Classification  O10,O53,L32
Growth, Capital Formation and Technological Choice: 
Why Has China’s Economic Growth Rate Been Declining?
Jun Zhang 
(Fudan University)
Abstract  Why has Chinese economic growth been declining since the mid-1990? This paper develops an explanatory framework based on neo-classical growth model. First, a negative correlation between capital-output ratio and the growth rate in post-reform era has been found and the paper provides an explanation. The paper argues that such a negative correlation is a result of insensitivity of capital formation to GDP growth, and thus the declining growth facing Chinese economy since the mid-1990 may be largely accounted for by rapid capital deepening process and continuous declining return to investment. The implication of this paper is that the most important constraint facing China’s future growth is the lack of an efficient investment institutions and an efficient financial system.

JEL Classification  O47, O33, N15 

Household saving: quasi-money’s source

Duo Qin
(University London)

Abstract   Household saving forms the lion's share of China's national savings today. In this study, an empirical model is built to explain the latent Chinese household saving potential by their consumption behaviour using the urban and rural household income and consumption data. The modeled saving potential is then used to explain urban and rural household savings. Various model simulations are performed to analyze the effects of interest rates, income and income uncertainty on the saving potential and actual bank deposits variables. Finally, the bank deposits variable is used to model the quasi-money supply. The close link found between household bank savings and the quasi-money helps to explain the very high M2/GDP ratio in China. 

JEL Classification  E21，E51，E43

Lemons and Market Structure

Xinqiao Ping and Chaoyan Hao

(Beijing University)

Abstract   In a simple theoretical model, we have found, that if the price does not reflect the quality of products, the punishment mechanism for “lemons” would not be effective, there would exist some positive relationship between the “lemon” and price. Moreover, if the price level is above the equilibrium level, the higher price would induce “lemons”. The model was tested by two-stage-simultaneous model based on a data set on product quality in China in 1995, and the results have verified our predictions.
JEL Classification   L11, L12, L15
Capital Stock Estimates in Chinese Manufacturing 

by Perpetual Inventory Approach

Yongfeng Huang, Ruoen Ren, and Xiaosheng Liu

(Beijing University of Aeronautics and Astronautics and Shanxi Academy of Social Sciences)

Abstract  KLEMS project is a long-term effort to construct the international comparable database including output, prices, PPPs, labor inputs, capital inputs, energy inputs and intermediate inputs to pursue the international comparison of productivity cross the countries based on Jorgenson’s approach. The paper reports the effort to build up Chinese capital stock time series in manufacturing by branches for 1980-1995 by perpetual inventory approach in the KLEMS framework. Assumptions and adjustments applied unavoidably in our study were discussed.
JEL Classification  C80, O47, L60

Investigating the Rise of Labor Redundancy

 in China’s State Industry
Xiao-yuan Dong and Louis Putterman

(University of Winnipeg and Brown University)

Abstract  Konai’s soft budget constraints thesis offers an attractive explanation of over-manning in public enterprises. What is sometimes overlooked in the literature, however, is that governments, especially in transition economies, often use state-owned enterprises (SOEs) to pursue non-financial objectives, financing the resulting social burdens on SOEs with subsidies and policy loans.  In studying a panel of about 700 SOEs, we find that the hardening of budget constraints without at the same time relieving SOEs of their social burdens was a major proximate cause of rising redundant labor in early 1990s China.   

JEL Classification  H2, H4, J2
Managers in State-Owned Enterprises: Ability, Efforts, and Productive Efficiency

---A Case Study of the Iron and Steel Industry in China
Deqiang Liu

(Tokyo Gakugei University)

Abstract  With the deepening of the reform of the state-owned enterprises (SOEs) in China, the role of the managers in raising productive efficiency has become increasingly more important.  The key questions are how to select and appoint capable managers and how to provide them appropriate work incentives. This paper uses data from a specifically designed survey of various types of enterprises in the iron and steel industry to investigate the relationship between managers' characteristics and productive efficiency of the sample enterprises. The results of the production function analysis indicate that managers in SOEs lack managerial abilities and face weak incentives to work. The implication is that the reform of property rights and the establishment of efficient corporate governance are important and indispensable for true SOE reforms.

JEL Classification  P32, M13, P26
Sustained Agricultural Growth and Economic Structural Change:

Some Reflections on Farmland Consolidation Programmes in

Taiwan and Mainland China

Minquan Liu

(Hopkins-Nanjing Center，Nanjing)

Abstract  This paper reviews farmland consolidation programmes in Taiwan and Mainland China, and studies their role in promoting agricultural growth while the economy underwent (undergoes) rapid structural changes, and in facilitating these changes by raising agricultural incomes and easing rural-urban migration pressures on cities. A model is developed of a farmer allocating time between three activities, farming, non-farming and urban employment, under conditions of small family farms. An important feature of the model is that while a farmer can simultaneously engage in rural farming and non-farming activities, he has to choose either urban employment or rural farming and non-farming activities. It is argued that, as well as directly contributing to labour productivity in farming, FC can play an important role in reconciling conflicts in “patterns of hours” and “pattern of labour inputs” between rural farming and non-farming activities, thereby enabling a farmer to effectively utilize both activities, and helping ease pressures of rural-urban migration on cities. 

JEL Classification  O13, O15, O18
Book Reviews

An Ignorant Invention Beyond All Hope Of Convincibility

Zeke Wang

(Zhongshan University)
Development with Globalization:

China’s Opportunities and Challenges in the New Century
James Guanzhong Wen

(Trinity College)

